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INDICATOR 


OUTPUT, PRODUCTION, EMPLOYMENT 
GDP (Current Prices, C$ Billion) 
GDP (Constant 1981 C$ Billion) 
Industrial Production 

(Constant 1981 C$ Billion) 
Private Investment 

(Constant 1981 C$ Billion) 

Unit Labor Costs In Mfg. (¢) 1/ 
Wage Settlements (%) 2/ 
Employment (000's) 

Avg. Unemployment Rate (%) 
Housing Starts (SAAR, 000's) 


MONEY AND PRICES 
Exchange Rate: 1 C$ = US ¢: 
Interest Rates: 
Bank of Canada Rate 3/ 
Chartered Bank Prime Rate 
Price Indices: 
All-Items Consumer Price 
Index (1981=100) 
Industrial Product Price 
Index (1981=100) 4/ 


BALANCE OF PAYMENTS AND TRADE 

Official International Reserves 
(US$ Millions) 

Balance of Payments (C$ Billion) 
Current Account Balance 
Merchandise Trade Balance 
Non-Merchandise Balance 6/ 
Merchandise Exports 
(U.S. % Share of Total) 
Merchandise Imports 
(U.S. % Share of Total) 
Travel Receipts 
(U.S. % Share of Total) 
Travel Expenditure 
(U.S. % Share of Total) 
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ACTUAL 
1986_ 


509.9 
406.9 


103.5 


77,125 
- 6890 
3.4 
11,634 
9.6 
200 


71.97 


8.49% 
9.75% 


132.4 


119.6 


4,095.6 


-8.3 
10.4 
-19.7 
120.6 
(78%) 
110.2 
(70%) 
6.3 
(71%) 
7.5 


ACTUAL 
1987 


553.9 
422.6 


108.4 


85,712 
- 7140 
4.0 
11,955 
8.9 
246 


75.43 


8.66% 
9.75% 


8,203.2 


-9.6 
10.3 
-19.8 
125.7 
(76%) 
115.5 
(70%) 
6.3 
(67%) 
8.8 


KEY ECONOMIC INDICATORS. 


PERCENT FORECAST 
CHANGE 1988 


PERCENT 
CHANGE 


594.9 
437.4 


113.5 


90,426 
~7411 
4.4 
12,230 
8.0 
190° 


80.00 


8.50% 
9.75% 


100.3 10,467.3 5S/ 
-10.0 
10.0 
-20.0 
129.0 
(75%) 
119.0 
(70%) 
6.0 
(68%) 
17.3 9.0 


Main Imports from the U.S. (1987) (C$ billions): Automotive vehicles and parts, 27.5; 
communications and electronic equip. 7.4; industrial machinery, 6.3; equipment & tools, 
5.6; chemical products, 4.7; aircraft & parts, 2.5; agricultural machinery, 1.7. 


Footnotes: 1/ Labor income per unit of output. 
2/ Compound average annual increase in base rates (%). 
all industries, all agreements. 


3/ Actual rate at end of year. Floating rate set .25% above 91-day 
treasury bill tender rate. 

4/ Essentially a producer price index. 

5/ Level as of February 1988. 

6/ Includes services, transfers, and investment income. 


Statistics Canada; Bank of Canada Review, U.S. Embassy and Conference 
Board of Canada projections. 


Wage settlements in 


Sources; 





SUMMARY 


With economic expansion of 3.9 percent, 1987 was a very good year for Canada. 
Almost all sectors showed rapid growth; the trade balance improved; consumer 
spending and corporate profits increased substantially in spite of the October 
stock market crash; and job gains were substantial. The main engine of growth 
in 1987 was, encouragingly, investment. Both residential construction and 
plant and equipment investment were nearly 15 percent higher than the 1986 
level, whereas nonresidential construction, which lagged early in the year due 
to lingering weakness in the energy sector, picked up momentum as the year 
progressed. Consumers also did their part -- they increased their real 
spending by a robust 4.5 percent. In the fourth quarter alone, consumer 
expenditure advanced by 1.4 percent, implying that the October decline in 
equity markets had virtually no impact on consumer spending. During 1988 
economic growth began to slow but the annual growth rate is still expected to 
be roughly 3.5 percent. 


Canada's economic prospects in the remainder of 1988 and 1989 appear quite 
bright. The U.S.-Canada Free Trade Agreement, which will take effect in 
January 1989 if approved by both governments, is expected to have a favorable 
macroeconomic impact on Canada, eventually contributing to a sizeable increase 
in personal income. Similarly, reform of the personal and corporate income 
tax system in 1988, which parallels the U.S. Tax Reform Act of 1986, creates 
the potential for more efficient investment and stronger long-term economic 
growth. Lower tax rates and fewer deductions and exemptions have reduced the 
role of taxes in personal and corporate economic decisions. The Mulroney 
Government has also moved forcefully to deregulate or privatize significant 
sectors of the Canadian economy. Transportation, telecommunications, energy, 
and the financial services industry are being opened to greater competition, 
with the result that the Canadian economy can be expected to operate with 
greater efficiency in the years ahead. Canada's improved economic outlook 
explains much of the improvement in the Canadian dollar, which increased from 
69 U.S. cents in early 1986 to just over 80 U.S. cents in March 1988. 


If there are concerns about Canada's future economic health, they relate 
chiefly to fiscal policy and a potential rekindling of inflation. The federal 
government runs a fiscal deficit which, as a percentage of national income, is 
considerably larger than that of the United States, and in the past year the 
Canadian Government has achieved very little success in reducing that 

deficit. Social spending and debt service are growing faster than other 
components of the Canadian federal budget, and there has been a general 
reluctance to rein in the escalating costs of Canada's numerous social 
programs. On the inflation front, Canada has had considerable success in 
reducing the Consumer Price Index increases to about 4 percent, but this has 
come chiefly through lagging union wage settlements. Canada's labor movement 
is more powerful than its U.S. counterpart, and there is concern that the rise 
in corporate profits in 1987 provides unions with the opportunity to escalate 
wage demands. Evidence of this was already emerging among public sector 
unions in late 1987. 
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NATIONAL ECONOMIC AND COMMERCIAL OUTLOOK 


Macroeconomic Performance 


Since 1984 Canada's macroeconomy has outperformed virtually all other major OECD 
countries. Real GDP growth has averaged 4 percent, with consumers, the export 
sector, and private business investment all contributing to the robust growth 
performance. The broad-based expansion leaves Canada well poised for further 
growth in the years ahead, although some slowing in the overall growth rate is 
likely this year. 


For 1988, GDP growth is expected to reach 3.5 percent, although this annual 
growth rate will mask a slowing trend in quarterly expansion. Consumers, who 
went on a spending spree in 1987, are expected to retrench slightly as their 
savings rate reaches the contractual minimum, but projected growth of 3 percent 
in real consumption is still expected. Private investment is expected to be the 
main engine of growth, as firms expand plants to meet capacity constraints and 
modernize /automate to meet anticipated competition after the Free Trade Agreement 
comes into force. The strong rebound in corporate profits in 1987 left most 
firms with healthy balance sheets at the start of 1988, and further profit growth 
is expected during the year. As a result, business investment in nonresidential 
construction and machinery and equipment is expected to reach 8 percent real 
growth. Residential construction is expected to decline in 1988 following the 
building boom in 1987 (spending in 1987 was up 14 percent in real terms), but 
housing starts will remain high by historical standards as lower interest rates 
encourage larger consumer expenditure on housing. The unemployment rate in 1987 
was 8.9 percent, the lowest since 1981. In 1988, the rate should narrow even 
further to around 8 percent as employment gains outpace the anticipated increase 
in the labor force. Inflation is projected to remain between 4 percent and 
1987's rate of 4.4 percent. Interest rates are not expected to ease 
significantly, as the Bank of Canada continues to follow a disinflationary 
course. The Canadian dollar, which had an average 1987 rate of US$0.7543, traded 
above US$0.80 in March 1988 and is expected to remain firm during the year. 


Canada recorded a C$10.3 billion surplus on its global merchandise trade account 
in 1987, down slightly from the previous year. The surplus declined towards the 
end of the year, shrinking to a 6-year low in December. This was primarily a 
result of a strong economy inducing a surge in demand for imported goods, 
especially items related to increased business investment in plant and 
equipment. In 1988, Canada's export outlook will be influenced by the economic 
performance of its major export market, the United States. If U.S. economic 
growth slows in 1988, Canada's volume of merchandise exports will show only 
Marginal growth. However, Canada is well positioned to supplant many 
third-country suppliers to the U.S. market, whose currencies have appreciated 
significantly against the U.S. dollar. Moreover, Canada should gain new 
third-country markets since the Canadian dollar has also depreciated relative to 
the yen and major European currencies. 
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Trade Agreement with the United States 


The United States and Canada concluded an historic, comprehensive trade 
agreement on October 3, 1987. If Congress approves the deal and Parliament 
passes implementing legislation, the Free Trade Agreement (FTA) will go into 
effect January 1, 1989. It is intended to remove barriers to trade and 
investment between the two countries for most industrial, agricultural, and 
service sectors. Under the terms of the agreement, Canada will gradually let 
U.S. businesses directly acquire larger and larger Canadian businesses without 
government screening. Hundred percent U.S. acquisition of certain Canadian 
financial institutions will also be permitted. U.S. and Canadian trade 
negotiators also worked out a tariff removal scheme whereby products are to be 
assigned to one of three categories: (1) immediate tariff elimination on 
January 1, 1989; (2) five equal cuts of 20 percent a year and (3) 10 equal 
cuts of 10 percent a year. 


Tax Reform 


Federal government income tax reform proposals of December 1987 significantly 
alter and improve Canada's tax system. The lowering of personal and corporate 
tax rates and the broadening of the income tax base, which took effect in 
January 1988, is considered the first stage of Canadian tax reform. This 
stage will bring Canadian personal and corporate income tax rates more into 
line with U.S. rates and will reduce or eliminate many of the distortions in 


the present income tax system. The overall thrust of the income tax changes 
is quite similar to the U.S. Tax Reform Act of 1986. The second stage, which 
is likely to be deferred until the early 1990s, is the replacement of the 
current manufacturers’ sales tax with some type of value-added tax. 


Exchange Rate and Monetary Policy 


Following a dismal showing in 1986, when the Canadian dollar dropped to a 
record low of 69.13 U.S. cents, Canada's currency steadily strengthened in 
1987. It appreciated by 6.2 percent vis-a-vis the U.S. dollar due to a 
stronger-than-expected economy and large capital inflows attracted by Bank of 
Canada monetary restraint and large premiums over comparable U.S. interest 
rates. The Canadian dollar continued its upward momentum in early 1988 thanks 
to firm interest rates and lower inflation braking through the 81.00 U.S. 
cents barrier for the first time in 4 years in March 1988. 


The Bank of Canada has made clear its fundamental concern with the rate of 
inflation. Four years of rapid expansion, full employment in Ontario, and 
little unused capacity in many major industries threaten to rekindle 
inflation. To deal with the perceived inflationary pressures, Canada's 
central bank moved in late 1987 and early 1988 to reverse its traditional 
policy of lowering interest rates when the currency strengthens. Instead, the 
bank either left rates unchanged or sought to slowly but steadily increase 
them. The Bank of Canada is expected to continue this disinflationary course 
throughout 1988. Consequently, interest rates are not expected to decline from 
1987 year-end levels. 





Fiscal Policy 


Canadian fiscal policy revolves around efforts to contain annual deficits in 
the federal budget. In relative terms, Canada's FY 1987/88 deficit was larger 
than that of the United States (4.5 percent of GDP vs. 3.4 percent of GNP in 
the United States), and debt service is absorbing an increasing share of 
federal revenues. Canada's FY 1988/89 budget, presented in February, did 
little to alleviate concerns about the impact of the federal government's 
deficit on overall economic activity. While the Finance Minister announced 
that the government would maintain the FY 1987/88 and FY 1988/89 deficit 
targets set out in early 1987, many analysts criticized the Minister for 
failing to use higher-than-expected tax receipts to cut the deficit further. 
Robust economic growth in 1987 increased revenue substantially, but all the 
windfall was used to boost spending. 


Canada hopes to achieve greater success in deficit reduction beginning in 
1990. Realization of this goal will require greater spending discipline, 
especially in the area of social programs. These programs already represent 
60 percent of federal spending exclusive of debt service and will grow faster 
than the economy if current policies continue. Further deficit reduction is 
also highly dependent on continued strength in the economy -- any major 
slowdown in the next few years would jeopardize future deficit cuts as well as 
the gains already made. 


Financial Regulatory Reform 


Financial sector developments in late 1987 and early 1988 with relevance for 
nonresidents included steps to open up the Ontario securities industry, 
conclusion of the bilateral Free Trade Agreement (FTA), and introduction of 
federal financial reform legislation. Ontario agreed to permit nonresident 
securities firms to acquire domestic firms. Nonresident (and domestic) banks 
may establish wholly owned securities subsidiaries and acquire domestic 
securities firms. In March 1988 the federal government signed agreements with 
Quebec and Ontario, under which the provinces retain control over investment 
dealers, while the federal supervisory authorities will set capital adequacy 
standards and have access to information on the activities of securities firms 
related to banks. 


The financial services portion of the FTA eliminates existing restrictions on 
the growth and operations of U.S. banks in Canada, as well as limits on the 
acquisitions of Canadian insurance companies and trust and loan companies by 
U.S. firms, and assures nondiscriminatory treatment of U.S. securities dealers. 


National Business Prospects 


The overall growth in Canada's economy and investment expenditures on plant 
and equipment will provide excellent opportunities across the board for U.S. 
exports and investment. The appreciation of the Canadian dollar above 80 U.S. 
cents should provide an additional impetus to U.S. exports. 
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U.S. merchandise exports to Canada in 1987 rose to US$59.8 billion — up 7.7 
percent from US$55.5 billion in 1986. Exports to Central Canada were slightly 
off in the first 9 months of 1987 (up in Quebec but down in Ontario) but 
accounted for roughly four-fifths of the total; exports to the Prairie 
Provinces and the West were also down (with the exception of British 
Columbia); and exports to the Atlantic Provinces were flat with an increase in 
New Brunswick offsetting declines elsewhere. 


The industrial sectors in Canada which present the best prospects for 
increasing U.S. exports in the medium-term include computers and peripherals, 
avto parts and accessories, aircraft and parts, telecommunications equipment, 
trucks and buses, building products, plastic materials and resins, 
construction machinery and parts, analytical and scientific instruments, 
electronic components, and industrial organic chemicals. Most of these 
sectors (except auto parts and building products) will experience 
higher-than-average growth, and imports from the United States should 
therefore grow at a healthy pace. 


The liberalization in the FTA and the conducive investment climate produced by 
the prospect of freer trade is stimulating increasing interest in the 
acquisition of existing Canadian companies and the establishment of new 
businesses. Data received from Investment Canada on the establishment of new 
businesses and acquisitions by U.S. firms show a substantial increase in 
investment, at least in acquisitions -- the value of assets acquired leaped to 


C$14.5 billion in 1987 from C$7.5 billion in 1986. Investment in new 
businesses (first year capital) declined, but such investments are a very 
small percentage of total U.S. investment. Balance-of-payments data from 
Statistics Canada confirm the upward trend in U.S. direct investment flows 
into Canada -- in 1987 there was a positive net inflow of C$2.2 billion as 
contrasted with a net outflow of C$1.7 billion in 1986. Including data for 
retained earnings, the stock of U.S. direct investment in Canada as of 
year-end 1987 increased by C$7.2 billion to C$75.2 billion. 


REGIONAL ECONOMIC AND COMMERCIAL OUTLOOK 


Atlantic Provinces' Economic Outlook 


Newfoundland's economy should grow by around 3.5 percent in 1988, compared to 
a little over 1 percent in 1987. The three natural resource sectors that 
underpin the economy are all expected to perform well: mining is forecast to 
rebound by 10 percent, the province's newsprint industry should prosper, and 
increased prices and higher volumes are prevalent in Newfoundland's fishery. 
The unemployment rate dropped to 18.6 percent in 1987 from 20 percent in 1986 
and should drop further in 1988. ‘The one area of concern is offshore oil and 
gas exploration, which was almost dormant at the end of 1987. Little activity 
was expected in 1988 without a major increase in world oil prices. 
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The outlook for Prince Edward Island's economy is mixed. Projected growth of 
2 percent is larger than in 1987, but still the second weakest of the 10 
provinces. Prince Edward Island's all-important shellfish sector is still 
feeling the aftershocks of a contamination problem that occurred at the end of 
1987. In addition, lower potato prices will hurt farm income, with a 
consequent impact on consumer spending. Unemployment will remain over 13 
percent. One bright spot is tourism, which should continue to reap profits 
since the province extended its official tourist season and broadened the 
scope of attractions. 


Growth in Nova Scotia's diverse economy should fall below 3 percent in 1988 
due to dormancy in the offshore energy sector and weak manufacturing output. 
Forestry, on the other hand, should perform well due to strong demand for 
pulpwood, paper and allied products, and increased investment nationwide in 
nonresidential construction. Tourism remains strong, and the outlook for the 
fishery is relatively optimistic, with higher prices compensating for 
anticipated lower volumes. The federal government's assistance to Cape Breton 
has shown some success, with modernization of Nova Scotia's largest pulp and 
paper mill under way, construction of a factory to convert fish oil into a 
heart drug, and earlier conversion of a heavy water plant to a computerized 
hatchery for trout and salmon. Nova Scotia experienced healthy growth in 
wages and personal income in 1987, suggesting robust retail sales gains in 
1988. In addition, the provincial unemployment rate dropped to 12.7 percent 
in 1987 from 13.4 percent in 1986, and further improvement is expected in 1988. 


New Brunswick's economy is expected to grow by just over 3 percent in 1988. 
The impetus for growth will come primarily from the manufacturing sector. The 
construction of three frigates for the Canadian Frigate Patrol program and the 
announcement that all six of a second series of frigates will be built in 
Saint John has instilled a high degree of optimism in the province. ‘The 
unemployment rate dropped to 13.2 percent in 1987 from 14.4 percent the 
previous year, and further improvement is indicated in 1988 because of the 
frigate program and increased output and investment in the food, mining, 
lumber, and pulp and paper sectors. In the fishery, prices are up, but 
volumes are down as a result of shellfish contamination. 


Prospects for U.S. Business in Atlantic Canada 


With the resource sector remaining strong, industrial consumables are in 
demand. Growth in the use of computers for domestic and industrial 
application points to the need for good market representation in urban 
centers, expecially Halifax, Nova Scotia, where there is a large institutional 
and research base. In marine technology, aquaculture projects continue to 
multiply, creating a need for reliable local sources of a variety of related 
materials. Exploration and production of gold continues to show promise for 
companies with expertise coupled with specialized equipment and supplies. 
Although most suppliers have already been listed, the Navy's frigate program 
in New Brunswick is using a large number of U.S.-made products. The program's 
future appears secure, and there may be some opportunity for innovation if the 
suppliers can meet Canada's defense standards. Also in New Brunswick, and to 
a certain extent the rest of the region, new initiatives in wood energy can. be 
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expected, and U.S. firms with proven technology in this field should stay 
up-to-date with developments. In the category of megaprojects, a 
bridge/tunnel link to Prince Edward Island may go ahead. If so, there will be 
the usual requirements for project research, planning, and eventually, 
construction materials of high quality. Finally, sectors also showing 
long-term potential are the aviation and plastics industries. 


Central Canada 


Canada's recovery from the 1981-82 recession has been due in large part to the 
performance of Ontario, a province characterized by higher than average growth 
rates (over 5 percent in 1986 and 1987), and the lowest unemployment rate of 
all 10 provinces (6.1 percent in 1987 and around 5.9 projected for 1988). 
Ontario's economy will continue to expand in 1988, remaining near 4 percent. 
The slight decline from 5 percent will be the result of some slowdown in 
consumer spending, weaker agricultural and industrial output, and less 
investment in nonresidential and residential construction. The reduction in 
industrial production is expected mainly because of overcapacity in the North 
American auto industry. The problems in this industry are becoming a cause 
for concern in Ontario, not only because the industry is the largest in the 
province, but also because the profits of supporting sectors such as auto 
parts, steel, petrochemicals, plastics and chemicals are dependent to a 
certain degree on the industry's fortunes. Mining, on the other hand, should 
experience an average growth rate of 6 percent due to the opening of eight new 
gold mines. The service sector is expected to grow by about 3 percent in 
1988, a drop from close to 6 percent in 1987, as the housing market 
normalizes. The financial sector, Canada's largest, underwent strong 
expansion in late 1987 as a result of financial deregulation and is expected 
to perform well in 1988. One dark cloud on the horizon is the provincial 
deficit, which could go well over C$3 billion in FY 1988-89. The provincial 
government appears unwilling to slash spending, preferring to rely on raising 
taxes and increased revenue from Ontario's booming economy to keep the deficit 
in check. However, another tax increase could hurt Ontario's corporate 
competitiveness vis-a-vis other provinces and the United States. 


Ontario continues to offer excellent marketing and investment opportunities 
for U.S. businesspeople in a wide spectrum of products and services. Specific 
sales opportunities include computers and peripherals, CAD/CAM and robotics, 
auto parts and accessories, telecommunications equipment, aircraft parts, 
building products, plastic materials and resins, construction machinery and 
parts, analytical and scientific instruments, industrial controls, household 
furnishings and appliances, sporting goods, stereos and video recorders. In 
addition, liberalized rules in the financial services industry should create 
opportunities for U.S. firms. 
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Quebec enjoyed strong economic growth of almost 5 percent in 1987 and should 
continue to expand in 1988, but at a slower rate just under the national 
average. Quebec's economic activity last year was due to the strength of 
domestic demand in the province. Growth in retail sales was noticeably higher 
than in Ontario. Housing starts set a new record, and nonresidential 
investment was very high, particularly in the public sector. However, 
Quebec's unemployment rate remains stubbornly high. While it dropped to 10.3 
percent in 1987 from 11 percent in 1986, it is expected to stay around 10 
percent in 1988. Over 100,000 jobs were created in 1987, but this figure is 
forecast to drop to around 60,000 in 1988. Quebec's most important export 
industry, paper and allied products, reported sales growth of over 11 percent 
in 1987; 1988 projections are calling for 8 percent growth. Transportation 
equipment saw growth of nearly 6 percent in 1987, with particular strength in 
aerospace. The pace is expected to continue in 1988. In the business 
community, a sense of confidence fueled by Quebec's good economic performance 
has increased with the prospect of free trade with the United States. Even 
representatives of the "soft industries" have welcomed the challenge of 
expansion into the U.S. marketplace. Several Quebec firms are considering 
joint ventures and license manufacturing with United States firms. 


The Quebec Government has been encouraging the acquisition of technology from 
U.S. firms in the following areas: biotechnology, computer software, 
microelectronics, and advanced materials. Hydro-Quebec is seriously 
contemplating accelerating the construction of Phase II of the James Bay 
hydroelectric complex. As a result of new pharmaceutical legislation, several 
drug companies have announced expansion plans. Over 50 percent of the 
Canadian pharmaceuticals industry is concentrated in the Montreal area. 
Opportunities exist for engineering firms specializing in power generation, 
bulk organic and inorganic chemicals, power generating machinery, and 
software. The designation of Montreal as an international financial center, 
coupled with the deregulation of Quebec's financial industry, may present 
opportunities for U.S. banks or security firms wishing to conduct offshore 
transactions from Montreal; the Quebec Government provides generous tax 
breaks. As usual, consumer goods with high value-added such as sporting goods 
and equipment, sportswear for teenagers, and electronic toys and games -- all 
stand a good chance of success in Quebec. 


Economic Outlook in the Prairie Provinces and the West 


Manitoba's economy is forecast to grow by around 3 percent in 1988, up one 
percentage point from 1987. A partial recovery in agriculture is expected due 
to a slight pickup in world grain prices and some diversification away from 
wheat toward other crops. Increased farm income will have spillover effects 
on consumer spending and investment in farm equipment in 1988. In addition, 
strong investment in nonresidential construction is expected in 1988 and 
should more than offset the anticipated weak housing market. Oonstruction of 
hydro transmission lines associated with the Limestone project should not only 
boost investment but provide a source of employment growth. Manitoba's 
unemployment rate dropped to 7.4 percent in 1987 from 7.7 percent the previous 
year and could decline slightly in 1988 to around 7.2 percent. 
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The outlook for Saskatchewan remains the least promising among the Prairie 
Provinces because of the lingering impact of depressed grain prices. In 1987, 
farm incomes dropped by over 20 percent, causing debt/equity ratios in the 
farm sector to increase to their highest level in 17 years. The problems in 
the farm sector also placed a substantial financial strain on the provincial 
government, which announced various expenditure restraint measures and an 
increase in direct taxes. The anticipated recovery in world wheat prices 
should improve crop receipts in 1988, buoy consumer and business confidence 
and raise the value of farmland and farmers' equity, but the immediate impact 
on aggregate farm income will be limited. In addition, prospects for potash 
and uranium production, other major sources of income, remain uncertain. The 
energy sector, on the other hand, could benefit from some renewal in drilling 
activity. Nonetheless, Saskatchewan's economy is still only expected to grow 
by around 2 percent in 1988, following growth of less than 1 percent in 1987. 
The unemployment rate dropped to 7.3 percent in 1987 but is not expected to 
shrink further in 1988. 


Alberta's economy is expected to be a top performer in 1988 due in large part 
to the oil sector. Following a decline of 1.6 percent in 1987, the economy 
could expand by about 4 percent in 1988. Mining is expected to increase by 
almost 4 percent, and drilling activity could rebound by as much as 10 percent 
if oil prices remain stable, due to government programs reducing or 
eliminating costs to the industry. Investment in nonresidential construction 
is expected to increase dramatically after stagnating for the past few years. 


Several major projects currently are under way, including new pulp mills, 
office towers, and dams. Office tower vacancies, a bellwether of provincial 
economic health, shrunk dramatically early in 1988. Consumer spending is not 
expected to play a major role in Alberta's 1988 growth projections, even 
though Calgary experienced a a "mini-boom" from the 1988 Winter Olympics. 
Alberta's unemployment rate dropped slightly to 9.6 percent in 1987 but is not 
expected to contract much further in 1988. 


The strong British Columbia economy surprised the skeptics who expected the 
province's economic strength to begin and end with Expo 86. The economy 
expanded by close to 3.5 percent in 1987 and is poised for a repeat 
performance in 1988. Resource markets should stay strong, and British 
Columbia is set to increase exports to the Far East. (Qurrently 50 percent of 
British Columbia exports are destined for the United States and 25 percent for 
Japan, British Columbia 's forestry sector is poised for another year of 
strong sales and good profit margins, both of which softened the impact of the 
15 percent export tax on softwood lumber. While fewer housing starts in the 
United States this year should lessen the demand for British Columbia lumber 
products, lower sales should be offset by increased demand from Japan. In 
addition, pulp and newsprint markets remain strong, with plans for expansion. 
British Columbia employers have successfully managed to keep wage increases at 
reasonable levels, improving the province's competitive position. British 
Columbia's unemployment rate dropped to 12 percent in 1987 but remains high in 
national terms. Investment spending is projected to increase by 15 percent. 
Most of this will be in upgrading existing sawmills and in developing new pulp 
and paper mills. 





Fw te 


Prospects for U.S. Business in the Prairies and British Columbia 


U.S. exporters will find continuing healthy demand for a wide range of 
products in the Canadian prairies in 1988, running from equipment and services 
for Alberta and Saskatchewan's oil and gas industries, to machinery for 
Manitoba's light industries. Specific industries which are doing particularly 
well include Alberta's forestry and logging industry and Saskatchewan's food 
and beverage sectors. Also of growing importance and enjoying strong 
government support are an increasing number of electronic and high-tech 

firms. These companies are creating their own market for production and 
design equipment and software. Agriculture represents a sizeable market for 
U.S. suppliers of related equipment and materials. Sporting goods, equipment, 
and clothes are also good business prospects in all western provinces. The 
U.S.-Canada Free Trade Agreement will have a sizeable impact on Alberta's 
commercial prospects as secure access to the U.S. market could rekindle 
interest in a number of new and/or delayed multimillion dollar projects. The 
prairie's beef industry also will benefit from the FTA, enhancing 
opportunities for U.S. manufacturers of meat slaughterhouse and packaging 
equipment. In addition, a possible new multimillion dollar petrochemical 
project should provide exporters with attractive opportunities for sales of 
equipment and services. Several exhibitions in the Prairie Provinces provide 
good entry into these markets. These include the Intercan Show in Edmonton in 
June 1989 (oil and gas industry), Haztech 88 in Edmonton in October 1988 
(handling and working with hazardous materials), and a major agricultural 
equipment show held every June in Regina, Saskatchewan. Best prospects for 


U.S. business in British Columbia are in CAD/CAM and robotics, computer 
software, parts and accessories for motor vehicles, civil aircraft and 

aircraft parts and accessories. The sophisticated consumer market also 
continues to be a good outlet for U.S. firms. 








